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TAX FORUM

DORIS L. BOSWORTH, CPA, Editor
Peat, Marwick, Mitchell & Co.
New York, New York

CURRENT CASES AND RULINGS
Contrary to Forum policy at this time of
year, emphasis will be placed on current items
of interest, rather than the usual year end
tax planning suggestions.

phase of estate planning concerned with the
absolute transfer of insurance policies, to re
move them from the estate with minimal gift
tax consequences.
The Service ruled that where the decedent
continued to pay the premiums and the pre
sumption could not be overcome that such
payments constituted gifts made in contempla
tion of death, a relative portion of the insur
ance proceeds would be taxable in the estate.
In July of 1968 in Kathleen M. Gorman
v. U.S., D.C. Mich. 7/25/68, this ruling was
refuted by the District Court. It was their posi
tion that the payment of premiums test had
been statutorily abandoned sometime in the
past and could not be revived by a Treasury
Department ruling.
While this would seem to restore this phase
of estate planning to its prior status we urge
that tax practitioners “make haste slowly” with
regard to this decision. The Treasury ruling
may not be on firm ground, nevertheless it
exists, and will probably only be overcome
through litigation. Even along the litigation
route, a different District Court might not
concur with Michigan. Under the circum
stances, therefore, it would not be prudent to
place undue reliance on the Gorman case.

Distributions at Age 21
There have been some rather significant de
velopments within the estate planning area
which were discussed at our seminar in Wash
ington in October, and which are now being
reviewed for the benefit of those who were
unable to attend that meeting. The first has
to do with Section 2503(c) trusts, where in
come may be accumulated or distributed dur
ing the period of minority of the beneficiary
of the trust; with principal and accumulated
income being turned over to the beneficiary
upon coming of age, or paid to the minor’s
estate, in the event of death prior thereto.
In some instances, under the Trust instru
ment, while the accumulated income had to
be paid to the beneficiary at age 21, the pay
ment of corpus might be deferred until a later
date. In filing gift tax returns, donors have
claimed the annual $3000 exclusion to the ex
tent of the income interest, on the theory that
this was a gift of a present interest, entitled to
such exclusion.
The Treasury Department, on the other
hand, has regarded 2503(c) trusts as gifts of
a present interest only where the principal
also had to be paid over at attainment of
majority. In instances where the matter has
been litigated the Tax Court has consistently
supported taxpayers; and at long last, the
Treasury Department has conceded the point
through acquiescing in three Tax Court de
cisions in IRB 1968-37.5.
In the future, therefore, individuals desiring
to accumulate income in trusts for their chil
dren, but wanting to defer control of the cor
pus until a later date, may utilize annual gift
tax exclusions to the extent of the value of
the minor’s income interest.

Administrative Expense Deductions
One last current estate item concerns itself
with taxes, rather than tax planning, under
Section 2013 of the Code. This section af
fords relief in instances where property passes
through, and is taxable in two estates within
a relatively short period, by providing a statu
tory credit in the second estate for all or a
portion of the tax attaching to that property
in the first estate.
In a recent case, Est. of May H. Gilruth,
50 TC No. 85, property was included in
her estate that had previously been taxed in
the estate of her spouse. On the prior estate
tax return a deduction for certain adminis
tration expenses consisting of executors and
attorney’s fees had been waived under Section
642(g) of the Code, and taken as a deduction
on the Fiduciary income tax return.
In calculating the estate tax credit for the

Transfers of Insurance Policies
In a previous issue we discussed the impact
of Rev. Rul. 67-463, IRB 1967-52,15 on that
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estate of May Gilruth, the Treasury Depart
ment took the position that these expenses
should serve to reduce the value of the prior
estate, with a similar reduction in the credit
available in the second estate. This position
was upheld by the Tax Court on the premise
that administration expenses are a proper
charge upon an estate. If they are paid out of
income subsequently received by the estate,
thereby increasing corpus flowing through to
the wife, such increased corpus is received
by virtue of action taken by the executors,
rather than by bequest.
In the light of this decision, any contempla
tion of a waiver under Section 642(g) should
be considered from the point of view of final
joint estate tax liabilities in the event of the
death of the surviving spouse during the pe
riod of relief afforded under Section 2013.

reimbursed entertainment expenses exceeding
$25.00. They are William F. Sanford, 50
TC No. 81 and Robert H. Alter, 50 TC
No. 82.
Attention is being directed to these cases
as they accentuate the failure to comply with
the requirements set forth in Reg. 1.274-5
(c) (2) concerning the adequacy of records
or sufficiency of evidence in substantiating
unreimbursed entertainment expense in the
“$25.00 plus” class. While the details of these
cases will not be gone into here, it is sufficient
to call attention to the fact that diaries, un
supported by receipts or other documentary
evidence, or corroborative testimony of the
recipients of the entertainment, will not con
stitute adequate records within the require
ments of the Regulations.
With the passage of time since the pub
lication of the regulations there has been a
tendency on the part of taxpayers to become
lax in recordkeeping, and the Sanford and
Alter cases should act as a reminder of the
necessity of compliance in this area.

Documentation of Expenses
One last item to be covered this month is
two Tax Court decisions dealing with un

AWSCPA EDUCATIONAL FOUNDATION PLANS

In 1966, the AWSCPA Educational Foundation was established for the advancement of education
in the field of accounting. Those responsible for the creation of this Foundation—all members of the
two societies that publish this magazine, ASWA and AWSCPA, felt it wise to establish a separate
organization through which the necessary financial support could be solicited to accomplish their
lofty aims.
The Foundation's goal is to provide the very best, most attractive information available to draw
young people—men and women—to the accounting profession.
Already the Foundation has printed an excellent brochure "Why Not Choose Accounting"?, which
has had wide distribution at high school career days.

Their second project is a most challenging one. Plans are being formulated for the production of
a career film to appeal particularly to high school students and to spur them into seriously considering
the demanding, exciting world of accounting. This undertaking, a monumental one, was selected when
it became apparent that there is no truly excellent career film oriented toward the accounting field
available to high school educators.

The Foundation is also planning to finance the updating of "Mapping Your Future?", the successful,
20-page career information booklet first published by ASWA and AWSCPA in 1964.

Contributions are the Foundation's only source of revenue at this time. Honorary memberships are
available to anyone making a contribution during the Foundation's fiscal year, which begins November 1.
Life memberships are available to those making a single contribution of $500 or those contributing
$750 payable in five annual installments. Contributions are, of course, deductible for income tax
purposes and can be made to:
AWSCPA Educational Foundation
327 South LaSalle Street, Suite 738
Chicago, Illinois 60604
Readers are urged to consider this worthwhile project in their contribution plans as an oppor
tunity to support the future of the accounting profession.
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